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SUBJECT: ALGERIAN PROPOSAL ON STABILIZING OIL PRICES 

1. MIKE PORRESTAL WITH SHEARMAN AND STERLING CALLED 
ASSISTANT SECRETARY ATHERTON TO CONVEY THE POLLOWING WHICH 
HAD BEEN PASSED TO HIM BY PRANK SCHULTZ, CONSULTANT TO 
ALGERIAN MINISTER OP ENERGY AND PETROCHEMICALS. MINISTER 
GHOZALI HAD ASKED SCHULTZ ABOUT THREE WEEKS AGO TO GET 
WORD TO USG THAT HE WAS INTERESTED IN KNOWING IP USG WOULD BE 
INTERESTED IN AN ARRANGEMENT DESIGNED TO BRING ABOUT A 
PERIOD OP STABILIZED OIL PRICES, PROVIDING SUCH ARRANGE- 
CONPIDENTIAL 

CONPIDENTIAL 

PAGE 02 STATE 162738 

MENT WERE ACCEPTED BY OPEC. THE ARRANGEMENT HE HAD IN 
MIND WOULD BE THAT FOR A 3-4 YEAR PERIOD INCREASES IN 
OIL PRICES WOULD BE INDEXED JUST BELOW THE WEIGHTED 
AVERAGE OF PRICE INPLATION IN INDUSTRIAL COUNTRIES. 

(PORRESTAL SAID HE ASSUMED THIS MEANT OECD COUNTRIES.) 
ILLUSTRATIVELY, WHAT THIS WOULD MEAN IS THAT IP PRICES 
IN INDUSTRIAL COUNTRIES ROSE 6-8 PERCENT, OIL PRICES 
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WOULD INCREASE 5 PERCENT; IF EORMER ROSE 8-10 PERCENT, 

OIL PRICES WOULD INCREASE 7 PERCENT; ETC. GHOZALI HAD EM- 
PHASIZED THAT FOREGOING WAS ONLY ILLUSTRATIVE BUT HE 
WANTED TO KNOW WHETHER USG 

THOUGHT THIS PRINCIPLE MADE SENSE. HE WAS NOT PROMISING 
IT WOULD BE ACCEPTABLE IN OPEC, BUT HIS IDEA WAS 
MOTIVATED BY ALGERIA'S NEED TO HAVE A BETTER BASIS FOR 
PLANNING, WHICH HE BELIEVED WOULD ALSO BE DESIRABLE 
EOR THE INDUSTRIAL COUNTRIES. AT SAME TIME HE RELIEVED 
THERE SHOULD BE A PERIOD DURING WHICH OPEC'S RATE OE 
INCREASE WAS SLIGHTLY BELOW THE RATE OE PRICE INELATION 
IN INDUSTRIAL COUNTRIES, AND THIS WAS THE BASIS EOR THE 
IDEA HE HAD PUT TO SCHULTZ. 

2. FORRESTAL SAID HE BELIEVED THIS QUESTION SHOULD BE 

PUT INTO OEEICIAL GOVERNMENT CHANNELS AND WAS THEREFORE 
PASSING IT ON TO DEPARTMENT. HE WOULD GET WORD TO 
MINISTER OE ENERGY AND PETROCHEMICALS THAT HIS MESSAGE 
HAD BEEN DELIVERED AND SUGGEST THAT MINISTER OR HIS 
DEPUTY EOLLOW UP WITH AMBASSADOR HAYNES. EORRESTAL 
THOUGHT IT BETTER, AND THE DEPARTMENT AGREES, THAT 
AMBASSADOR NOT TAKE THE INITIATIVE TO PURSUE THIS IDEA BUT 
WAIT AND SEE IF HE IS APPROACHED BY ALGERIANS. 

3. FYI. IE YOU ARE APPROACHED ON THIS IDEA, YOU SHOULD 
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OE COURSE LISTEN AND REPORT BUT AVOID ANY INDICATION OP 
WHAT U.S. REACTION WOULD BE. END FYI. VANCE 
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